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USMTN FOR MTN GENEVA 

E.O. 11652: N/A 
TAGS: ETRD, CO, GATT 

SUB J : NOTIFICATIONS OF SERVICES RESTRAINTS IN THE MTN 

REF: STATE 180214 

1 . KNOWLEDGEABLE INSURANCE SECTOR SOURCE (US COMPANY) 
PROVIDED FOLLOWING INFORMATION: 

A. REINSURANCE. COLOMBIA REQUIRES THAT 60 PERCENT 

OF REINSURANCE BE PLACED LOCALLY AND PERMITS 40 PERCENT 
TO BE PLACED ABROAD PER LINE OF BUSINESS. EXCEPTIONS TO 
THE 60/40 RULE ARE PERMITTED IN THE CASE OF HIGH VALUE/ 

HIGH RISK POLICIES WHICH CANNOT BE ABSORBED BY THE LOCAL 
MARKET. INSURANCE OPERATIONS FALL UNDER THE JURISDICTION 
OF THE SUPERINTENDENT OF BANKS, AN OFFICE WHICH, ACCORDING 
TO OUR SOURCE, IS HIGHLY COMPETENT AND PROFESSIONAL IN 
ADMINISTERING THE LAW. 

B. INSURANCE OF IMPORTS. IMPORTS (WITH THE EXCEPTION 

OF AID FINANCED SHIPMENTS) MUST BE INSURED IN THE DOMESTIC 
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INSURANCE MARKET. HOWEVER, ALL COMPANIES ESTABLISHED AND 
AUTHORIZED TO OPERATE IN COLOMBIA, INCLUDING FOREIGN-OWNED 
COMPANIES, CAN COMPETE FOR THIS BUSINESS. 

C. INTENT. THE INTENT OF THE RESTRAINT, OBVIOUSLY, 

IS TO ENCOURAGE THE DEVELOPMENT OF THE LOCAL INSURANCE 
INDUSTRY AND ALSO TO REDUCE THE OUTFLOW OF FOREIGN EXCHANGE. 
IT DOES NOT DISCRIMINATE AGAINST COMPANIES ESTABLISHED AND 
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AUTHORIZED TO OPERATE IN COLOMBIA, BUT DOES DISCRIMINATE 
AGAINST COMPANIES WHICH ARE NOT ESTABLISHED HERE. 

D. IMPORTANCE. THE IMPORTANCE OF THE RESTRAINT IN 
TERMS OF ITS EFFECT ON US TRADE IN SERVICES IS DIFFICULT 
TO ASSESS. THE 60/40 RULE LIMITS REMITTANCES TO THE HOME 
OFFICE. BUT AT THE SAME TIME IT STRENGTHENS THE LOCAL IN- 
SURANCE COMPANIES, INCLUDING THE FOREIGN COMPANIES AUTHO- 
RIZED TO OPERATE IN COLOMBIA. THE EFFECT OF THE MARINE 
INSURANCE RESTRICTION IS THE SAME. 

E. REMOVAL OF RESTRAINT. ACCORDING TO OUR SOURCE, 

IT IS UNLIKELY THAT THE GOC WOULD RESPOND FAVORABLY TO 
REQUESTS TO REDUCE OR ELIMINATE INSURANCE RESTRAINTS. 

WHILE A RELAXATION OF THE RESTRAINT MIGHT BENEFIT COM- 
PANIES OPERATING ABROAD, IT WOULD WEAKEN ALL COMPANIES 
OPERATING IN COLOMBIA. MOREOVER, ACCORDING TO OUR SOURCE, 
WEAKENING DOMESTIC INSURANCE COMPANIES COULD HAVE IMPORTANT 
SIDE EFFECTS, SUCH AS WEAKENING THE TERRITORIAL CREDIT INS- 
TITUTE, A LOW-COST HOUSING AGENCY WHICH RECEIVES A LARGE 
PART OF ITS FUNDS FROM INSURANCE COMPANY INVESTMENTS. 

2. OTHER THAN INSURANCE, PERHAPS THE CLEAREST AND MOST 
SIGNIFICANT AREA IN WHICH COLOMBIAN PRACTICES DISCRIMINATE 
AGAINST SERVICE IMPORTS IS IN ENGINEERING AND TECHNICAL 
SERVICES. THERE IS A 40 PERCENT TAX ON THE VALUE OF TECH- 
NICAL SERVICES CONTRACTED FOR OUTSIDE THE COUNTRY, PLUS A 
12 PERCENT TAX ON THE NET AMOUNT PAID TO THE FOREIGN CON- 
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SULTANT. THESE TAXES, IN EFFECT, AMOUNT TO A 47 PERCENT 
TARIFF ON THE IMPORT OF ENGINEERING SERVICES. THE RESULT 
IS TO ENCOURAGE FOREIGN COMPANIES TO ESTABLISH OPERATIONS 
IN COLOMBIA, EITHER DIRECTLY OR IN ASSOCIATION WITH CO- 
LOMBIAN FIRMS. WE BELIEVE IT UNLIKELY THAT THE GOC WOULD 
MODIFY ITS TAXATION OF FOREIGN FIRMS TO ANY SIGNIFICANT 
DEGREE. 

DREXLER 
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